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SUMMARY OF SUBJECT MATTER

TO: Members of the Subcommittee on Economic Development, Public Buildings, and
Emertgency Management

FROM: Subcommittee on Economic Development, Public Buildings, and Emergency
Management Staff

SUBJECT: Heating on “Credit Crunch: Effects on Federal Leasing and Construction™

PURPOSE OF THE HEARING

On Wednesday, July 30, 2008, at 10:00 a.m., in room 2167 Rayburn House Office Building,
the Subcomenittee on Economic Development, Public Buildings, and Emergency Management will
examine the effects the current credit crunch has on the commercial office space market and its
effect on the Genetal Services Administration’s capital program, specifically leasing.

BACKGROUND

The Subcommittee heating will examine the nexus between the curtent credit crunch and the
federal Jeasing program. There are several definitions of “credit crunch”. In general, it involves a
condition in which there is 2 short supply of cash to lend to businesses and consumers and usually
occurs during a recession or poor economic tines. In teaction to a decade of banking industry’s lax
lending practices and poor due diligence which lead to unprecedented residential foreclosutes, access
to capital for real estate has become burdensome and restricted. Thete ate scant signs that the
matket has reached its lowest point. According to the International Monetary Fund (“IMF”) in its
latest global financial stability repost, “falling house prices and slowing economic growth are hitting
credit”, Banks ate under renewed stress and any further reductions in leading will only deepen the
slowdown. Since bank reserves only covered about two thirds of the residential losses, banks will
more than likely need to testrict lending even further. Thus even healthy companies are or will be
deprived of money for expand. Access to capital is essential to growth and when access is denied 2
healthy economy is weakened. Another notion to consider when examining a credit crunch is the
notion of how tightening lending criteria have contributed to the crunch.
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The General Services Administration (“GSA”) relies on the private sector to supply by lease
over 50% of the government’s need for general purpose office space. The inability of the private
sector to supply space will negatively affect not only GSA’s space distribution within its portfolio
but also the budgets of federal agencies that rely on GSA to supply office space.

PRI GISLATIVE A

The Subcomnmittee has not held any ptior hearings specifically on the credit crunch and its
effect on the GSA inventory. Howevet, on May 8, 2008, and fune 10, 2008, the Committee on
Transpottation and Infrastructure held joint hearings with the Budget Committee on financing
infrastructure investments. During those hearings attention was given to the costs and benefits to
the government of long term leasing,
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HEARING ON CREDIT CRUNCH: EFFECTS ON
FEDERAL LEASING AND CONSTRUCTION

Wednesday, July 30, 2008

HOUSE OF REPRESENTATIVES
COMMITTEE ON TRANSPORTATION AND INFRASTRUCTURE,
SUBCOMMITTEE ON ECcONOMIC DEVELOPMENT, PUBLIC
BUILDINGS, AND EMERGENCY MANAGEMENT,
Washington, DC.

The Subcommittee met, pursuant to call, at 1:10 p.m., in Room
2167, Rayburn House Office Building, the Honorable Eleanor
Holmes Norton [Chair of the Subcommittee] presiding.

Ms. NORTON. Good morning. I welcome the witnesses to today’s
Subcommittee hearing concerning the tightening credit market,
which originated in the subprime mortgage crisis, and on other fac-
tors affecting Federal leasing and construction in the commercial
marketplace.

GSA is perhaps the largest customer for office space in the real
estate market in the United States. GSA leases slightly more space
than it owns, approximately 176 million square feet of leased
space, housing over 700,000 employees compared with 175.5 mil-
lion square feet of owned space, providing office space for 640,000
Federal workers. The Federal inventory ranges from 2500 square
foot border crossing stations to a million square foot courthouse
complexes in major metropolitan areas. GSA’s stake in maintaining
its strong position in the marketplace is high, particularly in the
leasing market, in light of the continuing shift to Federal agency
leased space.

At this hearing, we seek to learn how developers, building own-
ers, lenders, and construction companies, who are accustomed to
unimpeded access to credit, position themselves in today’s puzzling
market. We have concerns, even though the strictly competitive
system for Federal contract awards guarantees that only the most
creditworthy need apply or need compete. When I began talking
with experienced developers and building owners as the subprime
mortgage crisis worsened, their strong credit standing with lenders
and the lengthy time frames and lead time for construction and
leasing left them pretty much unworried.

However, since then, seven banks have closed, particularly
IndyMac, which had significant home ownership loans. It seems
doubtful that a departure as unprecedented as a mountain of bad,
securitized subprime mortgages sold in an unregulated global mar-
ket, can be contained. Today, a year after the housing crisis became
full blown, even the largest banks, whose customers also signifi-

o))



2

i:antly include commercial real estate, are showing record profit
osses.

Although many of the players in today’s commercial marketplace
remain untouched for now, experts say that today’s crisis is un-
matched since the Great Depression. The Nation’s largest bank, the
Bank of America, has experienced a large increase in bad small
business-related loans and recently took a 41 percent reduction in
profit. Some analysts have raised the possibility that commercial
loans could be a “ticking bomb.” Some also predict that this quarter
?aﬁ mark a turning point, with lending flat, down from record

ighs.

However, the best evidence that something that cannot be ig-
nored is afoot are recent actions by the Federal Reserve and Con-
gress, who have moved to quell the perfect storm of a housing
downturn on which economic growth, although housing has been
the basic source of our economic growth, double-digit increases in
many basic food products, and indeterminate gas increases. Driven
by the economy itself, rather than by any piece of it, President
Bush has thought better of his threat to veto the most far-reaching
housing bill in decades.

This Subcommittee has an obligation to look now at whether
there is or could be a metastasis of the housing crisis and other
economic problems that could surface in the commercial sector and
what, if anything, could be done about it when it comes to Federal
leasing and construction.

A credit crunch typically refers to factors that lead lenders to re-
duce the available credit by declining to make loans or doing so
only at increased costs or with special terms, even for those who
are creditworthy. The uncertainty about the losses from the
subprime mortgage crisis still playing out with mortgage lenders
has caused the credit markets to shrink considerably.

Although Federal leases and construction contracts might be said
to be worth their weight in gold, private sector competitors don’t
have that assurance when they compete for a lease or construction
contract. If credit becomes too difficult or costly, commercial office
space available to the Federal Government could diminish or allow
too few to take the risk of competing, raising costs to taxpayers.

GSA’s reliance on the commercial office space market to house
Federal agencies ties the agency directly to commercial market con-
ditions. The agency must begin to use its prime position in the
commercial marketplace by leveraging its buying power and cap-
turing its great potential for reduced costs to taxpayers. For exam-
ple, in the last three years, fiscal year 2005 to 2008, the FBI pre-
sented this Subcommittee with 23 leases, the largest group of long-
term leases.

As a result, the Subcommittee has indicated that it wants GSA
to look very closely at a comprehensive lease package for agencies
like the FBI, which have long-term viability in metropolitan areas.
Almost all the FBI leases will be built-to-suit the agency, but al-
ready GSA has seen a reduction in competitors for these FBI
leases. We must discover why this is so and whether it constitutes
the beginning of a trend.

In today’s atmosphere of soaring budget deficits and rising costs
for all concerned, GSA also must work collaboratively with the pri-
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vate sector to reduce the cost of acquiring commercial office space.
By working with our private sector partners to achieve the vision
and the know-how necessary to cut costs across the board, together
we have the potential to help stimulate the local and national econ-
omy while addressing the needs of the Federal Government. Today,
we are very pleased to hear from the GSA, from financial and eco-
nomic experts on the commercial markets and office development
who are before us and have prepared testimony.

The Ranking Member had very much wanted to be here and had
asked that we change the day of the hearing so he could, but some-
thing has come up as we near the end of the session, so I am in-
serting his remarks in the record by unanimous consent.

We want to begin by figuring out where we are. We are not going
to get to the remedy unless we have a fix on what is happening
in a very puzzling economy. It has fascinated me from the begin-
ning, just as a general matter, and even more so as it has pro-
gressed with all of the unknowns that we are having to deal with
for the first time.

Therefore, I am pleased to welcome panel one, James Chessen,
the Chief Economist of the American Bankers Association; Ray-
mond DiPrinzio, Managing Director and Head of Project Finance at
CIFG Assurance North America, Inc.; and Kenneth Rudy, Inter-
national Director of Corporate and Capital Markets, Jones Lang
LaSalle.

Actually, you may testify in whatever order you feel like. I have
no preference, since you are not Government officials and there is
no protocol.

Mr. Chessen, of the American Bankers Association.

TESTIMONY OF JAMES CHESSEN, CHIEF ECONOMIST, AMER-
ICAN BANKERS ASSOCIATION; RAYMOND DIPRINZIO, MAN-
AGING DIRECTOR, HEAD OF PROJECT FINANCE, CIFG AS-
SURANCE NORTH AMERICA, INC.; AND KENNETH RUDY,
INTERNATIONAL DIRECTOR OF CORPORATE CAPITAL MAR-
KETS, JONES LANG LASALLE

Mr. CHESSEN. I would be happy to begin, Madam Chairwoman.

Madam Chairwoman and Members of this Subcommittee, my
name is James Chessen. I am the Chief Economist of the American
Bankers Association, and I very much appreciate the opportunity
to testify on the current state of funding for commercial real estate,
including properties leased by the Federal Government. Our Nation
is certainly facing difficult economic conditions, one that affects all
businesses, including banks. We have gone through these periods
before and have emerged much stronger as a result.

I want to emphasize one basic point: the core business of banking
is lending. That is what banks do. Banks will continue to be a
source of financial strength in their communities in both good
times and bad. Even in a weak economy, there are strong bor-
rowers, including developers and owners of government leased
property, that merit bank funding.

I am also very positive about the banking industry. Before turn-
ing to my main points, many of you may be wondering about the
health of the banking industry in light of the several recent fail-
ures that you mentioned, Madam Chairwoman. Let me assure you
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that the industry remains fundamentally sound. Banks entered
this period with a very strong capital base and banks have contin-
ued to build capital over the last several quarters.

In fact, 99 percent of the banks are classified as “well capital-
ized,” which is the highest designation that can be given by bank
regulators. Simply put, the industry has the capital and reserves
to continue to make loans that are so vital to our communities.

Let me now turn to commercial real estate lending. Like all spe-
cialized forms of lending, loans for construction, development, long-
term funding of government leased properties have unique risks.
These risks exist regardless of the economic cycle. The weak econ-
omy, however, does add an extra element of risk that affects the
availability and price of credit. Against this backdrop, it is only
reasonable and prudent that banks exercise caution in making new
loans. Bankers are asking more questions of their borrowers and
our regulators are asking more questions of the banks that they ex-
amine. This does mean that some higher risk projects that might
have been funded when the economy was stronger may not be
funded today.

A very important factor affecting the volume of lending is the
ability to sell loans on the secondary market, something that you
mentioned, Madam Chairwoman. Even though problems in com-
mercial real estate loans are low by historical standards, investors
reacted to the problems in housing and have shunned new commer-
cial mortgage-backed securities. As you mentioned, this has the
consequence of reducing funding and raising the cost of new com-
mercial real estate loans.

Certainly, just as too much risk is undesirable, a regulatory pol-
icy that discourages banks from making good loans to creditworthy
borrowers also has serious consequences. We are very concerned
that a regulatory over-reaction could quickly convert a credit cau-
tion to a credit crunch. We witnessed just such a regulatory-in-
duced credit crunch following the 1991 recession, and we are hope-
ful that regulatory reason will win the day this time.

However, we hear reports from our bankers that examiners are
demanding costly new appraisals on properties and forcing banks
to write down collateral values even though the bank is not relying
on collateral for the repayment of the loan. These unnecessary ap-
praisals and write-downs will discourage banks from lending on
similar projects.

Fortunately, the bank agency heads seem to be sensitive to this
potential problem and have pledged to avoid a repeat of the 1990s.
The great challenge, however, may be to ensure that that message
from those agency heads reaches the regulatory personnel exam-
ining banks in the field.

To achieve our mutual goal of a safe and strong financial system,
it is extremely important to remember the vital role played by good
lending in restoring economic health, and not to allow a credit
crunch to stifle the economic recovery.

Thank you again, Madam Chairwoman, for the opportunity to
present the views of the American Bankers Association at this
ﬁearing today. I would be happy to answer any questions that you

ave.

Ms. NORTON. Thank you very much, Mr. Chessen.

3
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Who would like to go next? Mr. DiPrinzio?

Mr. DIPRINZIO. Sure. Thank you.

Good morning, Madam Chairperson, Members of the Committee.
My name is Raymond DiPrinzio. Thank you for the opportunity to
address the Committee on the impact of the current credit crisis on
the development and financing of Federal real estate. I am cur-
rently head of Project Finance for CIFG, a financial guaranty firm
headquartered in New York.

Financial guaranty providers are essential proxies for retail and
institutional investors in the capital markets, or lenders in the case
of the bank loan market, since under the terms of their guaranty
or credit protection contracts they are obligated to make principal
and interest payments to investors and lenders in the event the
borrower fails to do so. In this capacity, I am responsible for under-
writing all forms of project financings for infrastructure, including
transportation, energy, environmental and public use real estate fa-
cilities, such as office buildings, military and student housing, sta-
diums, and arenas.

Federal project financing is a subset of the larger infrastructure
market, a sector that has enjoyed unprecedented levels of interest
from institutional investors across the globe due to the deep levels
of demand for financing infrastructure in the United States which
is in need of replacement or for new facilities which must be built
to accommodate growth. In my 24 years working as a finance pro-
fessional, I have had the opportunity to work on Federal projects
as a financial advisor and investment banker to Federal agencies,
as well as a provider of credit protection to investors in the capital
markets.

I have worked on financings for Energy, Justice, Veterans Ad-
ministration agencies in both GSA form, as well as what I would
refer to as direct agency leases. Given my background, I am speak-
ing today with the perspective of a practitioner in the capital and
bank markets, and more specifically one who has the perspective
of both the borrower as well as the lender.

The current difficulties in the financial market are unprece-
dented in both the breadth and depth of its reach, and it should
come as no surprise that the market for Federal lease transactions
has not escaped unharmed. I should mention I am looking really
from the perspective here of the lease construction market, the
types of financings that GSA and agencies enter into that require
a build-to-suit and, more specifically, the raising of capital in either
the bank market or the capital markets.

While real estate projects involving Federal tenants under long-
term leasing arrangements are viewed more favorably relative to
their commercial counterparts, the overall reduction in liquidity,
repricing of risk, and either the unavailability of credit protection
from monoline bond insurers or the market’s diminished view of
the value they bring, has led to delays in completed financings,
tighter credit terms and, most importantly, dramatically increased
credit spreads, i.e., higher borrowing costs. Indeed, higher bor-
rowing costs are making many transactions impossible to complete
as it translates to rental rates outside of approved levels.

More specifically, financings that were able to get credit protec-
tion and complete a transaction saw spreads widen to 70 to 100



6

basis points over previous levels compared to the pre-credit crisis.
Without credit protection, spreads have widened 200 to 300 basis
points, levels never seen in markets for credit for Federal leasing.

What can be done? In my prepared testimony, I have laid out a
number of recommendations, but I think I would like to just touch
on them briefly.

What is striking to me, as an investment banker and a lender,
is how unknown this market truly is to the wider capital markets.
I have been struck by its obscurity, the lack of understanding of
these transactions given the depth and the role the Federal Gov-
ernment plays in the real estate market, and the needs of the GSA.
In many ways, Federal financing has significant untapped poten-
tial which, if properly harnessed, can result in broader market ac-
ceptance, higher levels of investor interest, lower borrowing costs,
and ultimately lower rental costs.

In this regard, I offer the following areas for consideration, and
they are basically, I would say, four areas: market education, a
more programmatic approach, addressing OMB rules that impact
the structure of these transactions, and the consideration to en-
hance use leasing potentially for GSA agencies.

On the market education front, my point basically is I think GSA
and the other agencies could take a more comprehensive approach
to educating both the bankers and advisors, as well as the rating
agencies on the operation of the Federal Government in Federal fi-
nancing.

With respect to a programmatic approach, what is striking to me
is how decentralized the approach to financing the Federal Govern-
ment is in these markets, and an effort to bring together a more
comprehensive programmatic approach to the market would go a
long way, I think, to addressing these issues.

OMB, quite rightly, guards the Federal budget process and bal-
ance sheet, but consideration should be given to revising the rules
with an eye to an appropriate level of risk allocation between Fed-
eral agencies and private sector developers and financial partici-
pants, as well as the ultimate impact on financing structure and
costs.

In summary, while the current crisis in the credit markets is tak-
ing its toll on all players, including Federal agencies, the disloca-
tion in market coupled with unprecedented levels of demand for
properly structured infrastructure investments also provides an op-
portunity for the Federal Government going forward in its ap-
proach to financing real estate and other essential infrastructure.
Steps should be taken to broaden the level of understanding of the
Federal role as a user of facilities critical to the operation of gov-
ernment, streamline its approach to the market, and address the
rules and regulations which govern its role while maintaining a
careful eye on the impact on risk and return.

Thank you, and I am happy to answer any questions.

Ms. NORTON. Thank you, Mr. DiPrinzio.

Mr. Rudy?

Mr. Rupy. Good morning, Madam Chairwoman. Thanks for hav-
ing me. I am Kenneth Rudy, and I am President of Jones Lang
LaSalle’s Capital Markets organization in the Americas. I have
been a practitioner for about 25 years. Our group tends to serve
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private sector investors, owners, and occupants on capital strate-
gies dealing with the capital markets in the United States.

I hope you had a chance to read my prepared testimony, so at
this time I will just take the opportunity to summarize and reflect
on some of the things that have already been said.

With your opening remarks, Madam Chairwoman, you talked
about the subprime mess and how it has spread to larger markets,
so I think it is good to level-set and understand where we are so
we can predict where we might be going. With that, there is the
recognition that real estate has always operated in cycles; it is a
very cyclical asset class subject to lots of volatility, lots of swings
because it is a complicated asset class subject to debt, supply, de-
mand, confidence, and other economic fundamentals. As a result, it
will swing. In my career, I am in my fifth real estate cycle of sig-
nificance, and this one is a very significant one.

So when you try to predict where we are going to go, why we are
where we are today, and principally it is overflow from the massive
amounts of capital that was chasing real estate investments both
on the commercial and residential side. We all know what has hap-
pened with the abundance of mortgage debt and the origination of
debt for less worthy creditors and borrowers.

In the residential markets, that has led to an oversupply of prod-
uct, as well as defaults for people who can no longer afford to pay
their mortgages. What has happened now is those very same lend-
ers, who are having trouble with their balance sheets because of
the mortgage mess from the residential side, are also restricted
from providing loans on the commercial side.

You mentioned also earlier you don’t think that the commercial
mortgage mess has spread, or there is such a mess yet, and that
is true; the default rates on commercial mortgages are very low
today. That is because on the commercial the fundamentals, mean-
ing the supply and demand that creates value in commercial real
estate, has largely been in balance since the last cycle.

However, as a lot of these commercial loans are coming due, es-
pecially the acquisition loans that were made during this last cycle
peak, it may be difficult for a lot of owners to refinance these loans.
That, coupled with the overall scarcity of acquisition debt in the
commercial markets, makes the investment cycle or the market
pricing of assets very difficult, and therein lies the conundrum.

A market is determined by buying and selling activity, or by two
parties coming together. When transaction activity has hit the lev-
els that it has hit today, which is nearly down 70 to 80 percent
from years prior, it is difficult to come up with a market clearing
price for asset values, commercial asset values. There is a big gap
between the bid and ask, as they say. And when that occurs, the
lending markets who help finance these acquisitions, they them-
selves have difficulty determining the value of the underlying asset
as they are considering granting loans to commercial developers or
investors buying real estate.

So the whole pricing process is in disarray. And whenever there
is disarray, uncertainty goes up and risk goes up, and risk is re-
flected in higher pricing of capital, both on the debt and on the eq-
uity side. For occupiers of leased or investment real estate, that
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translates into higher occupancy costs or greater challenges in
doing deals.

So this is where we are today. People often ask where are we
going in the future, and the only thing I can assure you is that—
again, this is a cliche being in the real estate business—the only
constant in real estate is change. You can be certain that it will
improve, we will find a new bottom, but most economists will tell
you you don’t know when you are there until you are looking in our
rearview mirror, until you have already passed that bottom.

Right now there is a great deal of uncertainty. Just this week
you read that Merrill Lynch finally sold what was a portfolio of $30
billion of CDOs to a private investor that they had previously
marked down to $11 billion, and they sold it for $5.8 billion. That
gives you an indication of the great deal of uncertainty that there
is in pricing securities and assets associated with real estate.

Also in my written testimony I showed you the drop-off in the
CMBS market, which is the amount of securitization of commercial
loans that are available in the market. It is running at nearly 10
percent of where it was at the last market peak. So the scarcity
of capital is creating difficulty for borrowers and investors and
speculators in real estate. Again, we won’t know where the bottom
is until we are passed it and there has been a market clearing
price for real estate assets.

What does that mean to the Federal Government? Well, for the
Federal Government it represents the best credit out there, and
there is still money available, as you heard in the prior testimony.
Real estate is still a valued investment asset across the world. It
is in a balanced portfolio for most investors and it will continue to
remain so, and there are lenders that are available.

The difference between today and yesterday is now the lenders
are primarily balance sheet lenders who do sound underwriting,
sound credit analysis, as opposed to what you have heard in the
residential market, the covenant-light, no dock loans. That oc-
curred in the commercial market too, where there was a covenant-
light commercial mortgages. That doesn’t exist any more.

What it means when you have covenants in underwriting is the
lenders and equity sponsors need to be able to pay back the loans
more quickly, have lower amount of loan relative to the overall
value of the asset—and that value is still undetermined in this
marketplace today—and other sort of more restrictive terms. The
Government can play well in that market because it can promise
the equity sponsor and the lenders better ability to have that loan
repaid, provided that the documents that are securing that income
flow to that property are what we would call market conforming,
or at least have market conforming sort of provisions to allow the
equity sponsor and the lender to underwrite that risk, to know
what they are getting when they make a loan on a commercial
property.

So I have provided in my written testimony a list of potential
clauses and other features of GSA leases which, when made mar-
ket conforming, have the effect of reducing borrowing costs and,
therefore, equity yields and, therefore, occupancy costs for the Fed-
eral Government when they do leases. But the money is there for
good projects, good sponsors, and good tenants.



Thank you.

Ms. NoRTON. Thank you very much, Mr. Rudy.

Now, let me see if we can get some of the basics. This is very,
very compelling testimony.

Let me ask you, Mr. Chessen. You warned about the so- called
1991 overreaction and the reaction today. Do you consider what the
Fed is doing, what the Congress is doing, do you reconsider that
within the realm of reaction or overreaction?

Mr. CHESSEN. I think, Madam Chairwoman, that was a very
good reaction to try to stop what could eventually become a bigger
credit problem. So I congratulate you and the Members of Congress
for moving forward on that plan.

My concern is what happened in the 1990s was that the regu-
lators were looking over banks’ shoulders for every type of loan
they made, and the message back then from Congress, as well as
the regulators, was make no mistake in lending; and that has a
chilling effect on the willingness of banks to get out and make any
type of loans.

Just to give you a recent example of that, Madam Chairwoman,
we had a big meeting with 300 bankers and a banker from New
York came up to me and he said they had examiners in his bank,
and he has a lot of capital, never got into the problems with the
housing, and he is anxious to lend, and he was describing to the
examiner a loan that he wanted to make on a commercial property,
and the examiner said why on earth would you want to make this
type of loan in this environment, and he was stunned by that.

He is a bank that is out there, willing to lend, he has the capital,
doesn’t have the problems that are out there, and his regulators
are saying, whoa, wait, I am not sure that is going to be a good
loan a year from now. That is what we worry about.

Ms. NORTON. His Federal regulators were saying that?

Mr. CHESSEN. Yes, ma’am.

Ms. NORTON. And you do not believe this was a risky loan?

Mr. CHESSEN. I don’t know the details of the loan. He believed
that this was a loan that met his underwriting standards and he
was comfortable in making.

Ms. NORTON. And if he was comfortable, one would wonder why
the regulator was not. I don’t know the particulars there, but I
must say to second-guess somebody, unless there is some issue for
the Federal Government, is an interesting notion for a regulator.

Mr. DiPrinzio, you mention on page two of your testimony prop-
erly harnessing—these are your words—properly harnessing Fed-
eral financing. I wish you would elaborate that and describe some
of the benefits that you think this harnessing would bring to the
Federal Government.

Mr. DiPriNZIO. What I am getting at, really, is that the role of
the Federal Government in the capital markets as a user of financ-
ing, if you will, a borrower, is not very well understood. There is
a very small subset of practitioners out there who really under-
stands how Federal leasing contracts work either at the GSA level
and certainly at the agency level.

It is striking to me how decentralized the financing of real estate
for Federal properties is, and I have been doing it now for a num-
ber of years, so I have kind of seen it from time to time. If you look
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at other examples of the Federal Government approaching the mar-
ket comprehensively, military housing, the privatization of family
military housing is a great example of where a comprehensive ap-
proach was taken, legislation was put into place in 1996 and pri-
vate capital has come in in droves. I think the numbers are roughly
$20 billion has been raised over time.

Ms. NORTON. What are they doing with military housing com-
pared with what they were doing before?

Mr. DIPRriNzZIO. Essentially, the Federal Government got out of
the role of providing housing for military families.

Ms. NORTON. So what, did it contract to get it before and now
what does it do?

Mr. DIPRINZIO. And now basically money is raised in the capital
markets; bonds are sold, either with bond insurance or without
bond insurance, or privately placed to investors and the Federal
Government is essentially allowing the BAH, the basic allowance
for housing, to be used as a source of repayment for those bonds.

The point being, not to get into the specifics of that program, but
that it was a comprehensive approach. While there are differences
among the services, Army versus Navy versus Air Force—they do
things slightly differently, they have maintained the flavor of the
different services in their approach to the market—there are broad
rules and understanding as to what the intent of the Defense De-
partment is in bringing in private capital, and it has worked really
well. The rating agencies understand it and the market has accept-
ed these transactions.

Ms. NORTON. I am trying to analogize to the GSA, where I take
it the lease payment would be the analogy.

Mr. DiPriNzIO. That is correct.

Ms. NORTON. How is the VA in the picture, then?

Mr. DIPRrINZIO. How is VA in the picture?

Ms. NORTON. How is VA in the picture?

Mr. DIPRrINZIO. Right. Among the agencies, VA probably has the
most sophisticated program and approach, and is probably one of
the more well known agencies to the market. Again, it does things
differently; it has its own approach to how it wants financings
done. But as a practitioner, as a lender or finance professional, I
recognize how the VA has been

Ms. NORTON. I am sorry, I said VA. I meant DOD. DOD. I am
trying to see if essentially the housing is given over to the private
sector to build.

Mr. DiPRriNzIO. That is right.

Ms. NORTON. What role does DOD play in the process?

Mr. DiPriNzIO. Well, essentially, the Government is deeding the
property over, it is conveying the property to a private entity under
a 50 year development contract. At the end of 50 years, the prop-
erty comes back to the agency. So unlike a project where you have
nothing from scratch, you are basically going into the market with
an existing group of housing that service members are living in,
and the Defense Department or the services themselves convey
that property and then basically enter into a development agree-
ment with a private developer who is raising financing in the cap-
ital markets to either renovate or construct new housing for mili-
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tary family members and operate that housing over the course of
a 50-year period.

Ms. NORTON. I am searching for whether or not we have done
anything like this. We have often spoken of the DOD and the VA
and what looks like a one-time transaction, because I haven’t been
able to spread it. We were able to do that at the Southeast Federal
Center when I was tired of not being able to get a Federal agency
to move down there and put in a bill, which essentially has allowed
that to happen, and look what is happening; they are building on
the property.

This was one of the most valuable properties in the Country.
When I tried to say there must be similar property across the
Country, why don’t we do it elsewhere, we were met with the no-
tion, well, it scores. How can it score if it didn’t score here? I still
haven’t been able to find that out.

But this notion of scoring may be familiar to all of you. I don’t
know if it was you, Mr. DiPrinzio, but one of you mentioned in your
testimony scoring. I wish I could say that something would happen
to change it. The worst times get, the more I think we won’t. The
waste of it sends us up the wall, I can tell you. The willingness to
spend money, billions of dollars because something scores, and es-
pecially because real estate is treated as if it were like any other
commodity.

I wonder if you have any notions about how to encourage the
Federal Government to understand how distinctly different real es-
tate is from other goods and services that are scored, because if we
go with scoring generally, we obviously get pushed back, and we
find that scorers have almost no understanding of real estate, and
this is very threatening to us. We just got a bill, I had to do a bill—
shouldn’t have had to do a bill, but because I had to do a bill be-
cause OMB wouldn’t move on the Old Post Office, this priceless
heirloom at 12th and Pennsylvania Avenue.

Obviously, no cost to the Government and we have a perfect ex-
ample to prove it, and that is the old Tariff Building, which is now
the Hotel Monaco, and the scorers scored it. Susan Britta here was
tasked with somehow beating them back and she beat them back,
frankly, because she knew a whole lot more about real estate than
they did, number one, and, two, the Tariff Building was an exam-
ple of how it works.

But anything the three of you have to say on scoring, we would
particularly pleased to hear. For example, does the DOD approach
meet any scoring problems? How are they able to do that? I can’t
imagine doing that on this side.

Mr. RuDY. I am moderately——

Ms. NORTON. Maybe it is the 50-year, because it comes back to
the Government and, of course, we could do that as well. The Gov-
ernment still owns the property. You put it in the hands of the de-
veloper long enough so that he can in fact benefit, even though he
doesn’t own it. I can see that.

Could we do something like that approach, Government property
in that way? For example, at Saint Elizabeths we are about to
build the Department of Homeland Security. This Department,
GSA has never built anything like this. It is not like building a
building; it is building a half dozen buildings and putting them in
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one place. It is a compound. If you were tasked with that, what ap-
proach would you use? How would you do it? And keeping in mind
some of the issues we have in the Federal Government.

I am taking some of my cues from this 50-year military housing
approach. How would you do it other than the way we do it now,
which is building by building, essentially direct appropriation? The
ownership of the property is the—the ground is ours, but the build-
ing belongs to the person who puts it up there. How would you do
it if somebody said, okay, for the first time—because this really
is—if we have any chance, we have it now, because we have never
done anything like this. Even the Pentagon wasn’t like this. That
is the biggest one, maybe.

This, by the way, will probably be the second biggest, but it won’t
be one building. So you could argue that precisely because you
know exactly what you are going to do. There had to be a plan for
what agencies, how many, exactly where they are located on feder-
ally owned property. Brand new situation for the Government.
What would you do?

Mr. Rupy. Madam Chairwoman, I want not remind you that my
perspective and my history is servicing the private sector, which is
I think why you asked me to testify, to bring private sector ideas
to questions like you just asked. So I run the risk, when giving you
some analogies, that I may not have a perfect analogy, whether it
is to the DOD program or how you may want to build out Saint
Elizabeths, but a real quick comment on the DOD program.

My company is heavily involved in helping the Department of
Defense with Army and Air Force housing. There were some dif-
ferent objectives there. Clearly, it was to keep the Department of
Defense from using its war fighting dollars on housing and to bring
in private sector capital—

Ms. NORTON. There is no different objective. This is awful. This
uses what is unheard of in real estate. We are now waiting to get
out $300 million for the Coast Guard building, over $300 million
for one building. Direct appropriation means here is the money.

Mr. RuDY. You are right. Money is——

Ms. NORTON. So I understand that you can understand that is
for war fighting, but most of it doesn’t go into war fighting. So they
are using taxpayer dollars, and instead of handing the money over
in one lump sum to build this housing, ——

Mr. Rupny. Well, they actually did it a positive way. They didn’t
hand any money over, they attracted capital, and they attracted it
because they needed the capital and the management and develop-
ment expertise to upgrade the housing and to modernize it and
maintain it in a very nice fashion for the soldiers. So it has been
a successful program.

You asked about Saint Elizabeths, what would you do with Saint
Elizabeths. I am setting aside whatever scoring rules or other rules
of engagement there are and just saying, if it was a clean sheet of
paper, what would you do. One of the things the private sector cer-
tainly would be interested in is some sort of a public-private ar-
rangement where the Government owns the land—it is very valu-
able land, it is a terrific location—the Government has the occu-
pancy demand with the agencies that want to be there, and these
are permanent agencies, if there is such a thing as permanent.
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They could provide a very long-term commitment to be housed in
buildings to be built.

So what does the private sector wants? The private sector wants
what they wanted with the DOD, they want a reasonable rate of
return to provide their own capital, both debt and equity, to build
buildings to house the Federal Government, with the recognition
that maybe at some point in the future there could be some risk
out there of the Government no longer needing those buildings and
them still having some financial responsibility for what is remain-
ing on those buildings. So building a market conforming asset, one
that physically could have adaptive reuse; designing the campus in
a way where it is flexible, yet still meets the needs of the Govern-
ment.

So instituting some of the private sector disciplines in terms of
asset value creation and financing, and on the financing side they
would need to be able to secure whatever debt financing and equity
yields by the lease structure that is in place; and that goes back
to some of the market conforming comments I made in my written
testimony. And the Federal Government is already experienced
with those sort of lease forms.

There is a form I am not that familiar with, called 3517X, which
is essentially a financially optimized lease structure that the Gov-
ernment has used that enables the private sector to understand
and underwrite the cash flow streams and separate cash flows be-
tween retiring debt or paying operating expenses and utilities and
other sort of features that reduces the risk of those investors and
allows them then to commit capital to get these sort of assets built.
So there are tools out there that are available.

I could elaborate more if you have questions.

Ms. NORTON. That distinction you were just making, does GSA
do that, does the Government do that?

Mr. RuDy. This lease form is a Federal Government lease form,
yes.

Ms. NORTON. Do you have any ideas as well, Mr. DiPrinzio, on
the Saint Elizabeths opportunity for the Federal Government?

Mr. DiPrinziO. Yes, thank you, Madam Chairperson. I think
what I would add to Mr. Rudy’s testimony is that with a situation
like Saint Elizabeths, the problem you are going to run into is if
you have multiple buildings in a campus-like environment, in some
ways that is an ideal situation for attracting private capital. The
problem that you are going to have is to the extent that you allow
the Government to walk away from one building, but not another,
addressing that risk is always going to be a problem.

Where the private sector gets most comfortable is when we see
the Federal Government coming in and taking a large amount of
space. If you go back and you look at the lease renewal statistics
for GSA, the biggest campus-like transactions are the ones that
have the least amount of risk for the private sector. Again, the
problem here would be to the extent you have multiple buildings
and one can be cherry-picked, if you will, over the course of a 10,
20, 30-year period, that is going to cause a concern.

So an all or nothing approach I think is something that you con-
sider. If there is some way that the renewal of the leases are not
building-specific, but across the entire campus, that may not be
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possible, but that is going to be probably the biggest issue that you
grapple with.

Ms. NORTON. I am sorry, the biggest issue will be what again?

Mr. DIPriNzIO. To the extent that a Federal agency within that
complex can decide to not renew the lease on a particular building,
versus the entire whole, if you can cherry-pick one building off of
another, that is going to diminish the ability of the capital markets
or the bank markets to finance the entire project.

Ms. NORTON. I must say, when you consider—I am interested
that you say that. I could understand if this were a finite—this is
Federal property.

Mr. DiPriNzIO. Right. I understand.

Ms. NORTON. So the last group that can afford to just take the
risk of the building that nobody will be in the building would be,
of course, the Federal Government. Now, we are also putting out
there maybe six agencies out of how many? There may be twice as
many agencies there. We can’t find any one place to house them
all and to get them all. They are headquarters agencies, so they
have to be there. So I am interested in your notion that an agency
might walk away.

Mr. DiPRriNZIO. Individually. I think——

Ms. NORTON. Of course, they can’t just walk away, they would
have to come through—it would have to be an awfully good reason,
maybe growing. Let me give you your hypothetical. Maybe it just
grows—normally, as you may know in this region—so it gets an
asset somewhere else for where it grows. The FBI has grown, so
it is also going up to NoMa. So one wonders.

Maybe I should go to Mr. Chessen. Is that a risk from the point
of view of a bank who is lending the money? What is the risk you
see at Saint Elizabeths at the Homeland Security?

Mr. CHESSEN. Well, I don’t claim to know a lot about Saint Eliza-
beths. I can tell you, though, that protection of collateral for a bank
is extremely important. So, as was described here, any danger that
might undermine that— separating out that collateral, having that
become vacant, not being able to lease that again—does pose a risk
to that lender. So I think anything that reduces the risk to that
lender is going to lower the price of that loan.

Ms. NORTON. Do you think that the Government, if that is a risk
with a cost, should seek to reduce that risk by—I hate to use the
word guarantee—by some assurance that would be given to the
owner?

Mr. DiPriNzIO. I think to the extent that your objective is the
lowest cost of financing and the lowest rental rates, some mecha-
nism that groups together the multiple properties at Saint Eliza-
beths and the multiple rental streams from the different agencies
that will be occupying those properties would go a long way to al-
lowing you to approach the market with a comprehensive larger
revenue stream to raise the most amount of dollars at the lowest
rate.

That is really the issue. It is very hard to—it is not easy to do.
We saw one situation, I believe, with the Energy Department——

Ms. NORTON. The rental streams do not come individually from
the agency, they come to one agency. That is one thing the Govern-
ment has done right; it has a real estate arm.
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Mr. DIPRINZIO. So you wouldn’t have a GSA lease for all of it on
a comprehensive basis.

Ms. NORTON. Well, no, whether it will be for all of them is the—
the point is that it is all GSA construction, it all comes out of GSA.
There may be individual agencies. What intrigues me about you
was the notion of rental stream. It is one agency. How come all the
rental streams—the existing rental streams, albeit paid over to
GSA

Mr. DiPriNzZIO. Will there be a single GSA lease for the entire
campus or will it be multiple GSA leases?

Ms. NORTON. The way it is now—and this is what, of course, I
rebel against—it is done as if GSA was building, let’s say, six dif-
ferent buildings in six different places, without leveraging the ben-
efit of having a compound where you could say look at all of these.

Now, you might want to compete them differently, especially
since it is not being built at the same time, but the notion of not
regarding this, when, in order for the authorization to occur, you
have to have indicated what it is you intend to do over the time;
and then to kind of forget that and to go back to what you always
do, building by building, is what I am trying to find a way out of.

Of course, we are dealing with not only the way it has always
been, but within an entire Federal Government who has no knowl-
edge and not much interest in real estate unlike the DOD, which
is spread all over the world and has far more of its dollars going
to real estate.

I don’t even know how the VA got—I am not sure whether the
VA has more of its dollars going, but you mentioned the VA — 1
think it was Mr. DiPrinzio—which has its own authority and ap-
parently deals with building various kinds differently from GSA.
Would you speak about their enhanced authority?

Mr. DiPrINZIO. Well, the VA, quite rightly, Madam Chairperson,
does have its own leasing authority, and it also has enhanced use
leasing authority, which it has been utilizing in recent years to re-
duce its cost, ultimately of——

Ms. NORTON. So speak about what do you mean by enhanced
leasing authority?

Mr. DiPRINZIO. Enhanced use leasing authority allows the VA to
basically take excess space—that may not be the proper term, but
basically space that is not currently at the highest level of pri-
ority—and allow a private developer to develop that excess space
in return for providing the VA with a lower cost of overall occu-
pancy at say, for instance, a separate facility. There is a lot of in-
terest in that.

Obviously, it depends upon the particular property at hand. In
Cleveland, the VA is vacating one facility and basically allowing
the developer to take control of the land at that particular facility
that it is vacating in return for a lower rental rate on a new facility
that it is building at Louis Stokes. So, in that instance, the EUL,
the enhanced use lease, basically allows the VA to lower the cost
of financing to a new build-to-suit building that is being put in
place at Louis Stokes. Very powerful.

The Defense Department is attempting to do similar things using
its own EUL authority.
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It is striking to me, if I am not mistaken, GSA does not have its
own EUL authority, and I would think, just based on my under-
standing, that there would be a lot of opportunities to better utilize
and bring in private capital for space that is either deemed excess
or not at the highest priority.

Ms. NORTON. We attempted to give GSA what we call Section
412 authority, which bit off a piece of that, and they not only sat
on it, but OMB has kept them from using it, and I am going to try
to—with the change in administration— loosen this up, make
somebody understand how much money we are losing in the OMB;
and OMB tends to have a say. If you have to go to OMB for every-
thing, then, of course, you are really dealing with people who are
outside of the whole real estate conundrum, dealing in another
world, and yet they make rules that have to do with real estate.

I am trying to find out how does the GSA lease? Because we
build a lot of stuff. We are not going to build a lot more stuff, and
that is why the Homeland Security is so important to me. But the
Federal Government continues to grow, even in this climate. We al-
ways think, because there is so much competition in this region for
a GSA lease, that that is the gold standard. How is the GSA lease
viewed in terms of risk?

Mr. RuDY. Let me try that one. If you don’t mind, can I just cir-
cle back and put an exclamation point on the Saint Elizabeths sce-
nario?

You have been asking how to compare it to the DOD. I think
there are actually a lot of great analogies. What I think the Federal
Government is trying to accomplish with Saint Elizabeths is to get
a commitment from private sector capital and development capa-
bilities that extends beyond one asset but goes over a period of
time. Because in a cavernous environment, you are going to be
building for quite a long time. And the DOD has been successful
in arranging those sort of structures in exchange for all the right
documents, the right risk assessment, risk assignment between the
parties, deeding land or buildings or improvements to the private
sector, then allowing the private sector to compliment with their
own capital and get a good rate of return.

For Saint Elizabeths, again, a similar structure could be thought
about, where you already own the land, so the cost basis of that
land does not have to be embedded in the overall project cost once
a building goes up. So now a developer has the ability, using what-
ever the private sector cost of capital is, with a good lease struc-
ture—you have asked about leases. You said the gold standard.

Maybe there is a gold standard of a lease structure out there
that an investor could get their arms around and underwrite along
with their lending partners, and provide not only capital for one
building, but a forward commitment for multiple buildings over a
period of time. And if that lease has the right assignment and allo-
cation of risk between the Federal Government and the developer
in terms of design, delivery, long-term maintenance and occupancy
costs that the private sector is accustomed to, you will get very low
cost capital commitments and a lot of interest in delivering that
sort of real estate to the Federal Government to be occupied. And
these 20-year leases are sufficient to get ample amortization of
debt, so when the debt is nearly fully paid off or reduced to a sig-
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nificant amount, it really almost doesn’t matter whether the Gov-
ernment decides to renew or not.

I would suggest that that campus environment, there is a story
to be told about it that private investors understand when they do
real estate deals, and that is there is a reasonable probability that
the Government is not going to leave; and they are not afraid of
that residual risk tail. And that residual risk tail is an important
component of your overall occupancy cost.

You said in your earlier testimony educate the consumer, educate
the development investment community around what it means to
do business with the Government. So educate them on risk of de-
parture or renewal, educate them on the use of the facilities, per-
haps deed the land over under a ground lease so it is not embedded
in the building cost, write a commercially conforming lease, and
you will attract abundant capital with good development expertise
to get commercially viable buildings built for your agencies. I
mean, that is a clean sheet of paper solution utilizing tools that I
think are available to the Federal Government now.

Mr. DiPrinzIO. If T may, I would like to pick up on Mr. Rudy’s
point about residual or renewal risk at the end of a GSA lease
term.

We use the term “essentiality” quite a bit in the larger public fi-
nance markets and specifically with respect to Federal facilities
that are being financed. To the extent that one educates the inves-
tor—and obviously the investment bankers and the advisors that
are working on these transactions—of the essential nature of a par-
ticular facility, the essentiality of that facility to the Federal Gov-
ernment, that will go a long way to reducing that residual risk and
that renewal risk.

It is significant. It is probably the biggest issue that anyone faces
in looking at a GSA financing from a credit risk perspective, set-
ting aside the terms and conditions of the lease and how those may
impact one way or the other. The renewal risk at the end of 20
years or 15 years, depending upon how it is structured, is critical.

One of the things that the market does understand is the notion
of essentiality as it applies to State and local government, we see
it all the time. Appropriation risk, the risk of annual renewal is
something that the public finance markets have been used to tak-
ing for State and local government financings.

We are essentially applying that to Federal financings, and being
able to communicate the essentiality of a given facility to an agen-
cy, to a larger campus environment is critical to reducing that re-
sidual risk; and taking it outside of the way the commercial market
looks at residual risk and putting it more in the context of an infra-
structure financing for a Federal agency that, quite frankly, in
many instances has no intention of not renewing.

So you want to get that down. You want to do a good job of edu-
cating the investor ultimately, and the rating agencies or the bond
insurers, whoever it might be that is involved in the financing, on
the essentiality of that facility.

When we look at military housing—just, again, to touch on an-
other analogy—if a military base were to close, the investors are
taking the risk of base closure. What the DOD does is essentially—
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pardon the term—it educates the investors on the essentiality of
that base, on the importance of that base overall.

Ms. NoORrRTON. Well, that is interesting. Let’s take that one, be-
cause I have gone through a couple of BRAC proceedings here and
bases have closed. I think the chances of a base closing are perhaps
greater than the chances of having an agency move out of Saint
Elizabeths.

Mr. DIPRINZIO. I completely agree. And the market has done $20
billion worth of military housing financing that has base closure
risk all over it. So the notion of Federal

Ms. NORTON. So what happens when a base closes? So a base
closes, nobody knows what BRAC is going to do the next time, so
what happens to the housing then?

Mr. DiPriNzIO. Essentially, the housing converts to commercial
housing.

Would you like to pick up on that?

Mr. Rupny. I would suggest that the bases that the Air Force,
Army, and Navy have pursued in terms of the housing privatiza-
tion, they probably started at the top of the list of core bases, ones
that had the least amount of risk for a closure. They haven’t rolled
the program out

Ms. NORTON. Least amount of risk because?

Mr. DIPRriNzIO. They have the least amount of closure risk.

Mr. Ruby. Closure risk for whatever reasons. I can’t speak to the
military strategy there. It may have been a very essential base.

Mr. DIPRINZIO. But the important point is there is an education
effort that is put in place to let the capital markets and the inves-
tors understand that. Federal renewal risk on a lease is a similar
issue, and to the extent that one focuses on that and you reduce
that concern, especially in a campus-wide environment, that is in
some ways at the top of the list of the kinds of financings that the
Federal Government can very easily tap private capital for.

Ms. NoORTON. What we struggle for and forget, frankly, is the
ownership option, and staff always presses this, but the push-back
is awful, and last time we did do it—before I came to Congress—
it wasn’t an ownership option. In fact, I am not sure when the Gov-
ernment has allowed that and, therefore, I always look for analo-
gies.

What strikes me, particularly since it took a statute that I was
able to get through when I was in the minority without any trouble
here, for the Southeast Federal Center, what strikes me is to take
a closer look at the enhanced use authority, at least of the VA.
Now, are they outside of the scoring system?

Mr. DiPrinzio. It is always risky to venture——

Ms. NORTON. Mr. Winstead is shaking his head, so scoring—do
you think that the kind of enhanced authority you have de-
scribed—I guess it was Mr. DiPrinzio—if that was used again, let’s
take Saint Elizabeths, Homeland Security, how would that work
and would that reduce the risk? How would that improve or not
things for building out there?

Mr. RuDpy. I am not an enhanced use leasing expert, but it seems
to me—again, I go back to this financially optimized lease form
that the Federal Government already uses. They use it for the
PTO. So you have a campus environment, private sector capital,
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and leases that are in place that allow those sort of improvements
to be built and leased to the Federal Government.

Ms. NorTON. What are you calling it? I am sorry.

Mr. Rupny. What is called a financially optimized lease.

Ms. NORTON. What?

Mr. RuDy. Financially optimized lease.

Ms. NORTON. Financially optimized. All right.

Mr. Runy. And the components of that, as I understand it, are
components that make it more financiable, almost like a private
sector bondable lease. It has a lot of definitions around where the
lease cash flows go in terms of reducing debt service, in terms of
paying for operating expenses. It has better assignment of risk rel-
ative to default provisions and capital improvements, and other
sort of features that allow the private sector holder of that lease
to get it financed.

Ms. NORTON. Goodness. If the PTO used it

Yes, Mr. DiPrinzio.

Mr. DiPRriINZIO. Just along those lines, I think one of the biggest
concerns that the capital markets would have is the ability to set
off lease payments because of some degradation in service provided
within the building. So to the extent that you segregate a debt
service component, if you will, of the rental rate versus the O&M
component, and the two can never really go against each other—
Ihhave seen that done, if I am not mistaken, PTO I think did have
that.

Mr. Rupy. That is a feature of this lease, it is a bifurcated lease
stream.

Mr. DiPriNz1O. That is critical.

The EUL authority, you had asked about that as it applies to
Saint Elizabeths. Not knowing, frankly, enough about the current
approach that the Government is taking at Saint Elizabeths, I
don’t want to

Ms. NORTON. They are taking no approach. Please, the approach
is the same approach that we used for building, I don’t know, the
ATF, all right. There is nothing different. So whatever you know
about how the Government in fact goes about bidding for a new
building and then moving a Federal agency in it, that is exactly
what the Federal Government is trying to do here and what I am
trying to get out and regard the building of a compound as an op-
portunity, at least for the compound, to get out of.

Mr. DIPrINZIO. Let me just put one possibility out there that
might be helpful in the context of a campus like Saint Elizabeths.
At Fort Detrick, where the national interagency bio defense cam-
pus is being developed, enhanced use leasing authority allowed the
Defense Department to take a parcel of land, give that parcel of
land under an enhanced use lease to a private developer—in this
case Keenan, in conjunction with Chevron—and have Keenan and
Chevron build a central utility plant to provide steam, chilled
water, conditioned power, backup power to the agencies that are
taking those services from that plant.

It would seem as though you could do something very similar
with EUL authority at Saint Elizabeths, where, if you are building
multiple buildings, the need for steam, chilled water, backup power
would apply in a campus-like environment like that, and you would
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get a lower cost for that by using an EUL in order to provide the
site for that central utility plant at a facility such as Saint Eliza-
beths.

Again, I am just positing one example.

Ms. NORTON. No, keep positing, because, first of all, what you are
dealing with are versions of things we are already using, and that
is the only way I am going to be able to convince people; otherwise,
they have to educate themselves in a whole area that they are not
much interested in, which is real estate.

Mr. DIPRrINZIO. My years of advising the Government has trained
me to reach for analogies. If it is done over here, it is always help-
ful to be able to pick up on that and see to what extent we can
replicate something maybe that was done in one area or one agency
for another.

Ms. NORTON. In today’s market, if somebody has a GSA— I was
interested that you said the market doesn’t have— that GSA is not
as if—and that is interesting. Here, you would think GSA is a big
player in the market nationally, but they are not much knowledge
in the knowledge about how the Federal Government operates.

Why is that? I mean, maybe they are not as big a player as I
have posited. Here, we live, of course, in a region where there is
a lot of Government work. How is the GSA lease regarded? Do GSA
leases make up a significant part of the market or a part of the
market that the market is interested in because it is the Federal
Government? How does the GSA lease stand in the market when
somebody goes with such a lease?

Mr. RuDy. Let me give you a few of my personal observations
over my career. I was talking about this at breakfast this morning.

Outside of the National Capital region, while the Federal Gov-
ernment is clearly an important occupier of space, it pales in com-
parison to many other occupants all over the Country, so the pri-
vate sector——

Ms. NORTON. But you see that the work is done here.

Mr. Rupy. Understood. But you are asking a question about the
understanding, I think, of the private sector’s perception or knowl-
edge of the GSA lease instrument. And when developers in other
parts of the Country or landlords are interested in doing a lease
with the Federal Government, this is not something they do on a
regular basis. Most of the development community here in Wash-
ington, just to exist here, has done lots of business with the Fed-
eral Government and are probably more expert at it.

But out in everywhere else it is back to the education discussion
earlier, educating the private sector on really what does it mean to
do business with the Federal Government, how do you go through
a procurement, what are the risks of renewal, what are the rules
governing how do you comply with the RFP or the SFO, and all
those things. That level of uncertainty or just unknowingness on
behalf of private developers leads them to price and risk.

Ms. NORTON. This is important to hear from you because the
Subcommittee had to beat the agency about the head and shoulders
in order to get some centralized leasing component here. I mean,
it bothered us to no end that leasing was going on in the field with
out the centralized component here, essentially in charge, if I may
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say so, in charge; and now, apparently, that has been rectified. We
will be following that.

But you can see just how far behind GSA is in measuring up to
what, let’s say, if this were headquarters of a major corporation
that had to build things around the Country, imagine letting those
folks go out there and do their leases, and they are knowledgeable,
without bringing to bear the market position of the Federal Gov-
ernment. That is what we are contending with and what we are
trying to move from.

But we are contending with it because the GSA has had a lot of
incentive to do things differently. That is why you hear me keep
talking about GSA. Perhaps people will see the huge waste, if they
see that you have many leases to deal with.

Now, in terms of credit rating and Wall Street recognition of the
Federal lease, how does the Federal lease stand? Here you have
something close to the full faith and credit of the Federal Govern-
ment; you know that that is going to be paid. Is that how it is re-
garded by the market? What kind of credit rating does the Federal
Government have?

Mr. RuDy. It is about as good as it gets. Again, my comment just
a moment ago and now was not so much as to the process of leas-
ing and how it is done centrally versus distributed, it was more a
matter of the private sector’s understanding of the process of doing
a lease, their side of it, their perception; how complicated is it to
do a lease and how complicated and nonconforming is the lease
itself, which I think is the question you are now asking.

The credit is great, but then you start detracting away from the
benefits of that credit when the inves